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1TREASURY, DEPARTMENT OF
Trusts filing for a short year as a result of changing to a calendar year must 
annualize income earned in the short year, the IRS said in a recent notice. The 
IRS noted that the Tax Reform Act of 1986 requires all trusts to report income on 
a calendar year basis for taxable years beginning after 12/31/86. Section 443 of 
the Internal Revenue Code and the regulations thereunder provide guidance for 
annualizing income earned by the trust in the short year, the IRS said. The 
notice, Notice 88-18, is scheduled to be published in Internal Revenue Bulletin 
1988-8, dated 2/22/88. For further information after reading Notice 88-18, please 
contact Maurice Foley at the IRS at 202/566-4336.
An advance notice stating that repeal of the General Utilities doctrine will apply to 
regulated investment companies (RICs) and real estate investment trusts (REITs) 
was recently issued by the IRS. Under Notice 88-19, the IRS indicates its intent 
to promulgate regulations to prevent the avoidance of corporate-level taxation 
with respect to the net built-in gain of C corporation assets in connection with 
transactions that result in the ownership of such assets by RICs and REITs with a 
basis determined by reference to the C corporation's carryover basis. For 
carryover basis transactions involving the transfer of property of a C corporation 
to a RIC or REIT, the regulations will apply to transactions occurring after 
6/10/87. Notice 88-19 is scheduled to appear in Internal Revenue Bulletin 1988-8, 
dated 2/22/88. If additional information is necessary after reviewing Notice 88- 
19, please contact Robert M. Casey at 202/566-3458.
Further user-fee guidance has been issued for requesting determination letters for 
employee plans and exempt organizations by the IRS in release IR-88-18. The 
additional guidance supplements the procedures outlined in Revenue Procedure 88-8, 
which appeared in Internal Revenue Bulletin 1988-4, dated 1/25/88 (see the 1/18/88 
Wash. Rpt.). The fees vary according to the type of request and are listed on 
Form 8717, User Fee for Employee Plans Determination Letter Request, and Form 
8718, User Fee for Exempt Organizations Determination Letter Request. The IRS
said whichever form is appropriate for the request should be submitted with each 
request for a determination letter, and that a separate request must be submitted 
for each employee benefit plan or exempt organization. Therefore, the IRS said, a 
profit sharing and money purchase plan must be submitted on two separate
applications as two separate requests along with the appropriate fees. The
Service said it "encourages practitioners who submit multiple applications to 
submit one check for no more than every 10 applications, although a separate Form
8717 is needed for each application." The IRS also announced that neither
employee benefit plans amended to comply with the Tax Reform Act of 1986 nor 
restated employee-benefit plans will be accepted on Form 6406, Short Form 
Application for Determination for Amendment of Employee Benefit Plan. Instead, 
those amended and restated plans must be submitted on form 5300, Application for 
Determination for Defined Benefit Plan, Form 5301, Application for Determination 
for Defined Contribution Plan, or Form 5303, Application for Determination for 
Collectively-Bargained Plan, as appropriate. The IRS also said changes have been 
made to the mailing addresses published in the instructions for employee plans and 
exempt organizations applications and that the correct mailing addresses are those 
listed in Revenue Procedure 88-8 and on Forms 8717 and 8718. Copies of Form 8717 
and Form 8718 are available free of charge by calling the IRS at 1/800/424-3676 
and from all IRS district offices. The IRS said that photocopies of the forms may 
also be used.
Clarification of the valuation of employer-provided vehicles has been provided in an 
advance notice recently issued by the IRS. The regulations, under Internal 
Revenue Code section 1.61-2T(e), provide that the vehicle cents-per-mile valuation 
rule may not be used for a vehicle whose fair market value exceeds the dollar 
2limitation determined under Code section 1.61-2T(e)(1)(iii). That limitation is 
currently defined in the regulation as "the sum of the maximum recovery deductions 
allowable under section 280F(a)(2) for the first three taxable years in the 
recovery period for an automobile first placed in service during that calendar 
year, according to the IRS.” The Tax Reform Act of 1986 revised the maximum 
recovery deductions allowable to reflect the change in the classification of 
automobiles from 3-year to 5-year property, effective for property placed in 
service after 12/31/86. The IRS said that because the statutory change was not 
intended to affect the applicable dollar limitation, the final fringe benefit 
regulations will provide that the applicable dollar limitation for 1987 is 
$12,060. Further guidance for the appropriate dollar limitations for years after 
1987 will be issued at a later date, the Service said. IRS Notice 88-17 is 
scheduled to be published in Internal Revenue Bulletin 1988-7, dated 2/16/88. For 
further information after reading Notice 88-17, please contact Rhonda G. Migdail 
at the IRS at 202/566-6271.
SPECIAL: DINGELL SUBCOMMITTEE HOLDS SECOND HEARING ON ZZZZ BEST FAILURE
At the second House Energy and Commerce Oversight and Investigations Subcommittee 
hearing 2/1/88 regarding the failure of ZZZZ Best Company, a panel of Ernst and 
Whinney witnesses testified that the firm had cooperated fully with the SEC and 
that the SEC was aware of the possible fraudulent activities of ZZZZ Best in early 
June, a month before ZZZZ Best declared bankruptcy. Leroy Gardner, director of 
accounting and auditing--western region, presented the prepared testimony for 
Ernst & Whinney. Just several days after resigning from the ZZZZ Best account, 
Mr. Gardner said the SEC contacted Ernst & Whinney; Ernst and Whinney 
representatives met with SEC officials twice in June at which time Ernst & Whinney 
turned its workpapers over to the Commission. Mr. Gardner stated that Ernst & 
Whinney was just beginning its audit of ZZZZ Best when it began receiving reports 
that multi-million dollar restoration contracts were fraudulent. Ernst and 
Whinney brought those charges to the attention of ZZZZ Best's management, Mr. 
Gardner said. At Ernst & Whinney's insistence, the audit committee of ZZZZ Best's 
board of directors retained an outside law firm to investigate the allegations of 
fraud. While the law firm had not substantiated the charges, Mr. Gardner said 
Ernst & Whinney resigned from the engagement on 6/2/87 because of doubts about the 
integrity of ZZZZ Best's management. The Form 8K filed with the SEC by ZZZZ Best 
stated that Ernst & Whinney had resigned prior to the audit completion but that 
there had been no disagreements on GAAS or GAAP. In response to questioning, the 
Ernst & Whinney witnesses stated that an amended Form 8K was filed 7/16/87 to 
refute the Form 8K filed by ZZZZ Best in June. The Ernst and Whinney panel 
claimed that the law firm which handled the ZZZZ Best public offering and 
placement told Ernst and Whinney not to disclose the fact of a pending independent 
investigation and threatened Ernst and Whinney with financial responsibility if 
disclosure was made. The witnesses for Ernst & Whinney stated that the accounting 
firm was victimized by the fraudulent schemes of ZZZZ Best. Mr. Gardner stated 
that "the facts that have begun to emerge establish that [Barry] Minkow [ZZZZ 
Best's founder and president] along with confederates both inside and outside ZZZZ 
Best went to extraordinary lengths to deceive Ernst & Whinney." Mr. Gardner 
stated Ernst & Whinney supports the types of changes being considered by the 
Subcommittee and SEC to the Form 8K reporting system, such as shortening the time 
periods for reporting and requiring accountants to submit their response directly 
to the SEC. These changes would "quicken the flow of information to the investing 
public," Mr. Gardner said. The other witnesses appearing at the hearing chaired 
by Rep. Dingell (D-MI) included Melvyn I. Weiss, an attorney representing the 
stockholders of ZZZZ Best in a class action suit under Federal securities laws and 
RICO, and Mark Moskowitz, the attorney who handled the ZZZZ Best public offering 
and private placement.
3SPECIAL: SENATE APPROVES LEGISLATION EXPANDING COVERAGE OF INSPECTOR GENERAL ACT OF 1978
Legislation creating statutory offices of Inspector General for Treasury and the IRS, 
as well as for the Office of Personnel Management, the Federal Emergency 
Management Agency and the Nuclear Regulatory Commission was recently passed by the 
Senate. The legislation, S. 908, would also require 33 Federal entities named in 
the bill to establish and maintain internal units to audit and investigate their 
programs, operations, and personnel and require 60 other Federal entities to 
report annually to the Office of Management and Budget on their efforts to ensure 
audit and investigative coverage of their programs, operations, and personnel. 
The audits for these 60 Federal entities could be performed by Federal auditors or 
independent non-Federal auditors under the provisions of S. 908. Special 
provisions were included in S. 908, according to Sen. John Glenn (D-OH), the 
chairman of the Senate Governmental Affairs Committee, to address the concerns of 
the Department of Treasury regarding the creation of an IG for Treasury as 
follows: 1) A separate statutory IG will be established for the IRS; 2) The IRS
IG office will include all of IRS' existing internal auditors and investigators; 
3) the IRS IG will be appointed by the President from a select pool of senior 
career personnel at the IRS who have demonstrated ability in investigations or 
internal audit functions; and 4) the IRS IG will not have the power to change 
taxpayer liability determinations. S. 908 also provides uniform definitions and 
standards for the IGs. Sen. William Roth (R-DE), the ranking minority member of 
the Senate Governmental Affairs Committee, said the performance record of existing 
IGs has "well proved their worth.” Sen. Roth noted that the President's Council 
on Integrity and Efficiency has reported that within the "first six months of 
fiscal 1987, our inspectors general were able to recover approximately $1 billion 
into the Treasury." The legislation now goes to the House of Representatives for 
consideration.
For further information contact Shirley Twillman at 202/737-6600.
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